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This Overview and Prospects is the first of tvo companion documents on Household Furniture in the Sector Competitiveness 
Frameworks series, which is being produced by Industry Canada in partnership with Canada’s key stakeholders in the 
industry. Part 2 — Framework for Action will be prepared in coming months, based on consultations with major industry 


stakeholders, following study and review of the Overview and Prospects. 


The Sector Competitiveness Frameworks series will focus on the opportunities, both domestic and international, 
as well as on the challenges facing each sector. The objective is to seek ways in which government and private industry 


together can strengthen Canada’s competitiveness and, in doing so, generate jobs and growth. 


In all, some 29 industrial sectors will be analyzed. Part 1 — Overview and Prospects will be available for distribution in 


printed as well as electronic forms during coming months for the following industries: 


Aircraft and Aircraft Parts 

Automotive Industry 

Bus Manufacturing 

Consulting Engineering 

Forest Products 

Household Furniture 

Petroleum Products 

Plastic Products 

Primary Steel 

Rail and Guided Urban Transit Equipment 


To order any document in the Sector Competitiveness Frameworks series, please send your request to us by 
Fax at (613) 941-0390 or by E-mail at order.commande@ic.gc.ca 


To obtain additional information about the Sector Competitiveness Frameworks, please phone us 
at 1-800-390-2555 


Electronic copies of this document are available on the Internet at the following address: 


http://strategis.ic.gc.ca/household_furniture.scf 
This document can be made available in alternative formats upon request. 


© Minister of Supply and Services Canada 1996 
Cat. No. €21-22/4-1-1996E 
ISBN 0-662-24737-X 


Aussi disponible en francais sous le titre : Meubles de maison : Partie 1 — Vue d’ensemble et perspectives. 
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FOREWORD 


The new Canadian marketplace is expanding from national to global horizons 
and its economic base is shifting increasingly from resources to knowledge. 
These trends are causing Canadian industries to readjust their business 
approaches, and government must respond with new tools to help them adapt 
and innovate. Industry Canada is moving forward with strategic information 
products and services in support of this industry reorientation. The goal is 

to aid the private sector in what it is best qualified to do — create jobs 

and growth. 


Sector Competitiveness Frameworks are a series of studies published by 
Industry Canada to provide more focussed, timely and relevant expertise 
about businesses and industries. They identify sectors or subsectors having 
potential for increased exports and other opportunities leading to jobs and 
growth. In 1996-97, they will cover 29 of Canada’s key manufacturing 
and service sectors. 


While they deal with “nuts and bolts” issues affecting individual sectors, the 
Sector Competitiveness Frameworks also provide comprehensive analyses of 
policy issues cutting across all sectors. These issues include investment and 
financing, trade and export strategies, technological innovation and adapta- 
tion, human resources, the environment and sustainable development. 

A thorough understanding of how to capitalize on these issues is essential 
for a dynamic, job-creating economy. 


Both government and the private sector must develop and perfect the ability 
to address competitive challenges and respond to opportunities. The Sector 
Competitiveness Frameworks illustrate how government and industry can 
commit to mutually beneficial goals and actions. 


The Sector Competitiveness Frameworks are being published sequentially in 
two parts. An initial Overview and Prospects document profiles each sector 
in turn, examining trends and prospects. The follow-up Framework for Action 
draws upon consultations and input arising from industry—government 
collaboration, and identifies immediate to medium-term steps that both 


can take to improve sectoral competitiveness. 
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ousehold furniture making has been 
a part of Canada’s industrial base 

since the inception of the country. 

In 1994, the industry comprised 

578 plants, employing 19 536 people, 

with shipments valued at $1.72 billion. Some 62 percent of 

shipments consisted of wooden furniture, 29 percent 

upholstered furniture and 9 percent metal and plastic furniture. 


In 1995, industry shipments rose to an estimated $1.83 billion. 


The industry serves the consumer market, and sells products 
through retail outlets. The Canadian market in 1995 was 
estimated at $1.79 billion, a slight decline from $1.8 billion 
in 1994. The market is heterogeneous, with a wide variety 


of consumer preferences. 


While the industry accounts for only 1.2 percent of manufactur- 
ing employment in Canada and 0.5 percent of manufacturing 
shipments, it is the third largest customer of the Canadian 
textiles industry and consumes about a third of all hardwood 
lumber production in Canada. With a 2-percent share of the 
world market for household furniture, Canada is a relatively 
small player on the world scene. However, it is located next 

to the world’s largest market, the United States, which offers 


unique opportunities for exporters with competitive products. 


This highly fragmented industry is primarily composed of a few 
large firms (the largest manufacturer reported sales of $334 


million in 1994) and many small ones. Barriers to market entry 


into the industry are still low. It is predominantly Canadian- 
owned, with a strong family ownership tradition. The industry is 
represented in both small and large communities across the 


country. 


ERM Trend Indicators 


In response to generally favourable market conditions, the 
industry achieved a solid record of expansion during the 
1983-87 period. The industry then underwent extensive 
restructuring in the late 1980s and early 1990s coinciding 
with a recession and following the growing import pressure 
from the United States as a result of the implementation of 

the Canada—U.S. Free Trade Agreement (FTA). Historically, the 
industry had developed behind high tariff walls. The restructur- 
ing has resulted in a significant decline in the number of manu- 
facturers, a more rationalized and specialized structure of 
production and a reorientation of marketing effort toward 


the U.S. to compensate for declining domestic demand. 


Innovation and Investment 


The household furniture industry worldwide generally relies 
on suppliers of materials, machinery and equipment to conduct 
research and development (R&D) activities. Most of the R&D 


is done outside Canada. 


Relative to the manufacturing sector, new investments by the 
Canadian household furniture industry are modest. More impor- 
tant, the Canadian industry invests less capital per worker than 
its U.S. counterpart. Poor financial performance over the past 
few years has reduced the Canadian industry’s access to capital 


and its ability to invest in much needed modern production 


technologies. Consistent with the lower levels of investments, 
productivity in the Canadian industry was 23.1 percent lower 
than U.S. industry productivity in 1992. The larger scale of 
U.S. plants is also a factor responsible for the difference 


in productivity. 


Investments during the past few years have focussed on the 
acquisition of computer-aided design (CAD) equipment and 
computer numeric controlled (CNC) machines. About 40 
percent of Canadian firms have adopted CAD equipment and 
CNC machines. These technologies have led to improvements 
in plant productivity and in the quality and appearance of 
Canadian furniture. In addition, the federal and several provin- 
cial governments have provided important financial support for 
many years to encourage firms to develop innovative designs. 
However, while a growing number of Canadian manufacturers 
are known for their strong design capabilities, the industry 


still largely imitates U.S. and European designs. 


Human Resources 


The industry is labour intensive. It employs primarily unskilled 
and semi-skilled workers, especially immigrants. Wage rates in 
the industry are below the average for the manufacturing sector 
in Canada. However, the Canadian industry has slightly higher 
wage costs (excluding fringe benefits) than its U.S. counterpart. 
The wage gap is partially offset by the lower salary costs of 


non-production employees. 


Labour supply has not been a critical problem for the Canadian 
industry, although specialized skill shortages continue to exist. 
In addition, the introduction of more computerized machinery 
and equipment in the past few years has led to a requirement 


for better-educated workers. 


Due in large measure to the entrepreneurial nature of most 
firms in the Canadian industry, there is a general lack of profes- 
sional management. In particular, the industry lacks marketing 
management strengths. The orientation of many owners in this 
industry is essentially toward the production aspect of the 
business. The U.S. industry is generally regarded to put more 


emphasis on marketing than its Canadian counterpart. 


Industry Canada has been an important partner in recent efforts 
by Human Resources Development Canada to identify skill gaps 
and to support the development of new education and training 
programs for the industry’s workers and managers. Over the 
next few years, the industry will have to invest substantially in 
its human capital to realize the full benefit that could be 
realized from the adoption of new production and information 


technologies. 


Trade 


In 1995, the Canadian household furniture industry recorded 
its first trade surplus, $35 million. This is quite an achievement 
when compared with a deficit peaking at $370 million in 1992. 
Exports tripled between 1988 and 1995 to reach $728 million, 
or 39.8 percent of industry shipments. However, the bulk of 
Canadian exports still originates from a small number of firms, 
mostly large ones. The industry has been particularly successful 
in exporting wooden furniture. The most successful exporters 
generally focus on design and quality rather than on price. 
Canada has traditionally been dependent on the U.S. as its 
primary export market. That country absorbed 95.7 percent of 
Canadian exports in 1995. Canada’s share of the U.S. market is 


about 1.5 percent, leaving significant room for expansion. 


The Department of Foreign Affairs and International Trade, in 
partnership with Industry Canada, has been active for many 
years in developing a stronger sense of export awareness 
among small and medium-sized enterprises and in helping 


firms to identify and exploit export market opportunities. 


Between 1988 and 1995, imports into Canada doubled to reach 
$693 million, accounting for 38.7 percent of the domestic mar- 
ket. The U.S. is Canada’s largest source of imported furniture, 
supplying 62.2 percent of all imports in 1995, followed by low- 
wage countries (primarily Taiwan and China), with a share of 
24.3 percent. The loss of market share to imports over the past 


few years was most severe in upholstered furniture. 


Sustainable Development 


Although the processes used in household furniture 
manufacturing do not give rise to serious pollution problems, 
an increasing number of manufacturers are learning that it 
makes good business sense to reduce the environmental impact 
of their products. For example, Canadian firms have reduced 


the levels of volatile organic compound (VOC) emissions. 


Other Factors 


While it is a major user of Canadian input materials, the 
industry must import an important portion of its requirements. 
Therefore, because Canada levies higher tariffs on furniture 
input materials imported from nations with which it has estab- 
lished Most Favoured Nation (MEN) status than the United 
States does, the Canadian furniture industry faces cost disadvan- 
tages when these materials are sourced outside North America. 


The reduction of tariffs on input materials negotiated during the 


Uruguay Round of multilateral trade negotiations under the 
General Agreement on Tariffs and Trade (GATT) and 
implemented in 1995 under the World Trade Organization 
(WTO), which replaced the GATT, will put Canadian firms 


on a more level playing field relative to U.S. manufacturers. 


Given its fragmentation, a strong national association could play 
an important role in this industry. However, regional rivalries 

have prevented the national trade association (i.e. the Canadian 
Council of Furniture Manufacturers) from acting as an effective 


information clearing house. 


ERA Outlook 


Short-term domestic demand in this sector depends largely on 
consumer disposable income and hence on the vagaries of the 
economic cycle. Medium-term domestic demand depends 
primarily on household formation and housing starts. Over the 
next decade, the Canadian market is forecast to expand at an 
average annual growth rate of about 1 percent in real terms 
(after discounting inflation), compared with a projected rate 

of 1.5 percent for total consumer expenditures. However, several 
product niches will offer above-average growth, including furni- 
ture that meets the physical needs of the elderly and furniture 
geared toward home entertainment centres. Key consumer niche 
markets include high income earners and new immigrants. Most 
of Canada’s population growth will be through immigration. 
Immigrant tastes in furniture are expected to emulate those in 
North America. One avenue the industry is examining to boost 
domestic demand is to shift consumer perception of furniture 
from a “commodity” to a “fashion” item, thus speeding up the 


replacement cycle for new furniture. 


To overcome the problems associated with the small size of the 
Canadian market and the expected relative weakness in domes- 
tic consumer demand over the medium term suggests increased 
efforts in the export field. Good opportunities for Canadian 
exporters are expected in export markets, particularly in the 
U.S., where demand is projected to grow at an annual rate of 
2-3 percent. In addition, the tariff reductions implemented 
under the North American Free Trade Agreement (NAFTA) 

will give Canadian exporters improved access to Mexico, 

while those implemented under the WTO will create new 
opportunities in western Europe and the Asia Pacific areas. 
However, trade liberalization will also lead to increasing 


trade competition both at home and abroad. 


The industry will also have to face an increasingly concentrated 
and demanding retailing sector. This will force manufacturers 
to re-examine their marketing strategies as well as the nature 


and extent of their intra-linkages with retailers. 


EH The Bottom Line 


The Canadian household furniture industry has had to make 
significant adjustments in response to the FTA. The industry has 
had to transform itself at a forced pace to face higher import 
pressures, and also to take advantage of new export opportuni- 
ties in the world’s largest household furniture market, the 
United States. However, the industry recognizes that there is 


room for further improvement. 


The industry is at a crossroads in its development. The positive 
environment created by the competitive advantages of the low 


exchange rate for the Canadian dollar relative to U.S. currency 


provides a window of opportunity to the industry to attack its 
weaknesses. These include overcoming fragmentation, control- 
ling costs, improving productivity, updating equipment and 
technology, improving worker and management skills, and 
improving design and marketing. These and other issues will be 
addressed properly and jointly with the industry and other 
stakeholders in the upcoming Part 2 — Framework for Action 


document of the Sector Competitiveness Frameworks series. 


2 KEY POINTS ABOUT THIS INDUSTRY 


Canada possesses a long-standing and well-established household furniture 
industry that transforms relatively low-value-added materials, such as lumber 
and particleboard, into high-value-added, finished consumer goods. This 
major industry group is defined by Statistics Canada under Standard Industrial 
Classification (SIC) 261, which comprises establishments primarily engaged 
in manufacturing household furniture of all kinds and all materials, including 
outdoor furniture but excluding mattresses, bed springs, reupholstering 

and repairs. Canada’s primary strength in this sector is wooden furniture 

of innovative design and good quality. 


Global Context 


With an estimated value of about $95 billion in 1993, the global market for 
household furniture shows a wide range of consumer preferences in terms 

of style, design, uniqueness, quality and price. Canada accounts for only 

2 percent of the global market, but is located next to the world’s biggest market, 
the United States, which makes up 28 percent of the world market. The U.S. is 
also the home base of most of the world’s biggest manufacturers. Other major 
world markets are Japan at 15 percent and Germany at 10 percent (Figure 1). 


Figure 1. World Market for Household Furniture, 1993 


Japan 
15% 


US. 
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Source: Industry Canada estimates. 
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95% of Canada’s furniture 


exports go to U.S. 
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on positioning relative 
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While 1993 world trade in household furniture accounted for only about 

0.9 percent of merchandise trade, it has been growing at a slightly faster rate 
than merchandise trade overall in recent years, primarily due to increased 
shipments of unassembled furniture. Italy and Germany are the world’s 
largest exporters, but several low-wage Asian countries (particularly Taiwan 
and China) are becoming more active on the international scene. 


FA North American Context 


Canada in 1995 sold 95.7 percent of its household furniture exports to the 
United States, making up 14 percent of the U.S. import market. This was 
below the share of Taiwan at 18.1 percent but above that of all other countries, 
including Italy with a share of 12.5 percent and Mexico at 6.6 percent. 


Being located next to the U.S. offers Canadian furniture manufacturers 
unique opportunities and challenges. A rapid and pronounced adjustment 

in this industry took place following the removal of tariff protection on 
household furniture after implementation of the Canada—U.S. Free Trade 
Agreement (FTA) in 1989 and a business recession in 1990-91. The number 
of firms declined by half, while employment dropped by one third. A large 
cross-section of the remaining firms introduced competitiveness improvement 
measures, resulting in a more rationalized and specialized structure of 
production and a dramatic increase in exports to the United States. 


The North American Free Trade Agreement (NAFTA) among Canada, the 
United States and Mexico has not exerted strong pressures for adjustment 

in the Canadian industry to date. In the wake of freer trade, Mexico presents 
modest market opportunities for Canadian household furniture exports. 


However, Canadian furniture producers can expect increased import pressure 
from Mexican products. In this freer trade environment, the continued 
competitiveness of the Canadian industry hinges primarily on how well 

it is positioned relative to its U.S. counterpart. 


The industry recognizes that it must continuously improve, even in the areas 
where performance is considered superior. The main current factors affecting 
Canadian competitiveness vis-a-vis its major competitor, the United States, 
include higher but declining tariffs levied on input materials imported from 
countries having Most Favoured Nation (MEN) status with Canada, higher 
labour costs, lower capital investment and lower productivity. There is also 

a need for stronger design capabilities and marketing skills to help assure 
continuing presence in the U.S. market and to assist in expanding exports 

to other foreign markets. In addition, a strong national association could 
play an important role in this highly fragmented industry. 


$F Canadian Industry Snapshot 


Household furniture has been part of Canada’s industrial base from early 
settlement. Most early plants were small, family-owned and located in the 
hardwood-producing regions of Ontario and Quebec far from major urban 
centres. The first industrial plant was established in Kitchener in 1830. 


Canada’s 578 plants in 1994 employed 19 536 people, and generated 

$1.72 billion worth of shipments. The average plant employed 34 people 

and generated shipments valued at $3 million, compared with 52 employees 
and $11 million in shipments for the average factory in the overall Canadian 


Challenges to the industry: 
© costs 

© equipment age 

© productivity 

e design 


e marketing 


“Our European ancestors 
were thrown back on the 
simplest and most 
fundamental of human 
resources. Their furniture 
was a reminder and proof 
of identity and tradition.” 
— William Kilbourn, 

The Heritage of Upper 


Canadian Furniture 


Canada exports 40% of 


industry production... 
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manufacturing sector. The wooden furniture subsector accounted for 72 per- 
AAO Es EST cent of all furniture plants and 62 percent of industry shipments (Figure 2). 
Statistics Canada estimates shipments in 1995 at $1.83 billion, of which 
Canadian market 39.8 percent were exports. The Canadian market was valued at $1.8 billion in 
1994, but declined to an estimated $1.79 billion in 1995, of which 61.3 percent 


was supplied by domestic manufacturers. 


supplies 61% of the 


LY ae eg ease In 1994, the industry contributed 1.8 percent of all Canadian manufacturing 


: ‘ sites, 1.2 percent of manufacturing employment, 0.5 percent of manufacturing 
manufacturing shipments, 


shipments, 0.6 percent of manufacturing value-added and 0.6 percent of 
contributes 0.6% to GDP 
manufacturing gross domestic product (GDP). 


By comparison, the U.S. industry has approximately seven times as many 
plants, 12 times the employees and 15 times the shipments of the Canadian 
industry. The average U.S. plant is twice the size of its Canadian counterpart 
(Annex A provides comparative statistics). 


Figure 2. Contribution of Subsectors to the Canadian Household 
Furniture Industry, 1994 


PLANTS SHIPMENTS 


Wooden 
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Upholstered 


Upholstered 
29% 


20% 


Source: Statistics Canada, Catalogue No. 35-251. 
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The industry is the third largest customer of Canadian textiles, and consumes 
about a third of all Canadian hardwood lumber production. The costs of 
materials and supplies represented 49.2 percent of industry shipments in 
1994, almost 10 percentage points below the average for all manufacturing 
industries in Canada. Materials and supplies accounted for an estimated 

49 percent of the U.S. household furniture industry’s shipments (see Annex B 
for more detail on intermediate inputs). 


Personal expenditures on household furniture represent about 1 percent of 
all consumer spending on goods and services in Canada. 


The strong family ownership tradition in this industry has kept ownership 
private and has deterred consolidation. Fewer than 1 percent of firms are 
foreign controlled. 


The vast majority of firms are single-plant operations. The industry has a 
large number of small entrepreneurial firms and a small number of large 
firms. Market barriers to entry are still relatively low, but are becoming higher 
as the industry adopts more expensive production technologies. Small firms 
are usually short of capital, technology and management skills, and usually 
serve a local/regional market. Larger firms usually keep abreast of techno- 
logical changes, have professional management and a strategic perspective, 
and account for the bulk of Canadian exports. 


The two largest Canadian firms in terms of revenue, Dorel Industries Inc. 
($334 million in 1994) and Palliser Furniture Ltd. (an estimated $240 million 
in 1994), have become international producers. Palliser generated roughly 
85 percent of revenue from Canadian-based plants and 15 percent from 
U.S.-based plants. Dorel shows the opposite pattern: an 83:17 split in favour 
of foreign production, with plants in Europe, Asia and the U.S. 


Furniture is third largest 
consumer of Canadian 
textiles, uses a third of 


hardwood lumber 


Family firms keep furniture 


99+% Canadian 


The two largest Canadian 


firms are international 


13 


Canada’s larger firms seem 


small relative to U.S. firms 


Since the FTA, there 
are fewer firms, but they 


compete more vigorously 


Canadian firms are 
too small to set prices, 


control entry to industry 
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Three of the top 10 firms are publicly owned: Dorel, Shermag Inc. and 
Bestar Inc. La-Z-Boy Canada Ltd., the largest foreign-owned company, gener- 
ates the fourth highest revenue. Firms considered large in Canada are small 
relative to their international competitors; the largest U.S. manufacturer 
produces as much as the entire Canadian industry. 


A few Canadian household furniture manufacturers are vertically integrated 
upstream. The U.S. industry is considered to be more integrated. 


Prior to implementation of the FTA in 1989, the industry was highly seg- 
mented, peaking at 1157 establishments in 1988. The top 10 plants accounted 
for a relatively low 16.8 percent of industry shipments and the top 100 for 
only 61.9 percent. By 1994, increased import pressure following the elimina- 
tion of tariffs under the FTA, as well as recessionary pressures during 1990-91, 
had led the number of establishments to fall by 50 percent to 578. Less effi- 
cient or financially weak plants closed as a result of actual and prospective 
market share losses. By 1994, the top ten establishments accounted for 

21.7 percent of industry shipments, while the top 100 had consolidated 

their share at 73.9 percent. 


Because of the continuing large number of small domestic firms, the industry 
has a high degree of competition. Canadian firms do not have market power 
to set prices or control entry into the industry. High import penetration, par- 
ticularly in the upholstered furniture subsector, further increases competition. 


Regionally, Quebec accounted for 45 percent of 1993 shipments (the latest 
year for which such data are available), Ontario 32 percent, the Prairies 

15 percent, British Columbia 7 percent and the Atlantic region 1 percent 
(Figure 3). Prairie plants were about twice as large, on average, as those 

in the rest of the country; shipments averaged $4.5 million per Prairie plant 
compared with $2.4 million in shipments per plant in the other regions. 
While the industry provides needed employment in smaller communities, 


it also operates in highly populated centres. 


Figure 3. Regional Distribution of Canadian Household Furniture 
Industry Plants and Shipments, 1993 
PLANTS SHIPMENTS 
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Source: Statistics Canada, Catalogue No. 31-203. 
Some product specialization exists regionally, wooden furniture production 


is largely concentrated in Quebec, while upholstered products are largely 


made in Ontario. 


Quebec ships 45% 
of Canada’s furniture 


production, Ontario 32% 
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Regional trade associations 


need to find common ground 


Furniture is 


labour intensive 


The industry offers mostly 


low-wage, low-skill jobs 


The national trade association is the Canadian Council of Furniture 
Manufacturers (CCFM), a non-profit umbrella organization based in 
Winnipeg. The CCEM represents three regional associations: Furniture 
West, the Ontario Furniture Manufacturers Association and L Association 
des fabricants de meubles du Québec. Their membership accounts for 
about 50 percent of total Canadian household furniture shipments. 


Furniture trade show organization is a major activity of the regional 
associations, and these have become an important venue for sales to retailers. 
Associations use show revenue to finance many of the other services they 
provide to their members. At times, show organization has become a major 
source of friction between regional associations, and has tended to hamper 
their ability to develop common positions and resolve common problems. 


Employment and Labour Market 


The industry employed 19 536 people in 1994, a 34.4 percent decline from 
the 1987 peak. The decline in employment appears to have bottomed out. 


The industry is labour intensive. Wage costs represented 21.1 percent of indus- 
try shipment value in 1994, almost 10 percentage points above the average for 
all manufacturing industries in Canada, and an estimated five points above 
the U.S. household furniture industry average. 


Household furniture is considered a low-wage industry, reflecting the 
relatively low skill requirements of most of its occupations; average hourly 
wages were $10.50 in 1994, about 67 percent of the average manufacturing 
wage. Nevertheless, larger household furniture companies tend to pay 
higher-than-average wages for the industry to attract the best workers. 


About one quarter of the Canadian industry labour force is unionized. The 
primary union is the United Steel Workers of America. The larger companies 
tend to be unionized. Unionization in the U.S. is considered to be lower 
than in Canada. 


Many of the tasks involved in making household furniture are highly repeti- 
tious. As a consequence, much of the labour force need not be highly skilled: 
in Canada, 40 percent of the industry’s labour force do not have a secondary 
school diploma. However, as a result of the introduction of more computerized 
processes, there has been growing demand for more highly literate workers. 
The majority of trade skills are acquired informally, on the job. 


In general, the industry has been able to attract sufficient workers, especially 
immigrants. However, specialized skill shortages, particularly for computer 
numeric controlled (CNC) production processes and the manufacture of 
high-quality upholstery furniture, continue to exist. In addition, high 
turnover in some lower-skilled jobs has occurred. 


In both Canada and the U.S., formal human resources practices, such as 
performance evaluation, tend to be weak compared with those in other 
manufacturing industries, but are generally more developed in the larger 
companies. Management sophistication in this industry increases with 
company size. Small firms tend to be owned by entrepreneurs having manu- 
facturing backgrounds but less expertise in other functions. Overall, the 

U.S. industry has stronger marketing management skills. 


Canadian furniture 
manufacturing is 


25% unionized 


Workers train informally, 


on the job 


Labour is available for most 
jobs — except computer 


control and fine upholstery 
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FTA eliminated Canadian 


tariffs as high as 15% 


Public Policy Governing the Industry 


Horizontal policies and regulations of greatest significance to this industry are 
tariffs, pollution standards, consumer protection and labelling requirements. 


The tariff rates levied by Canada on most household furniture imports from 
nations having Most Favoured Nation (MEN) status with it in 1988 ranged 
from 9.2 percent to 15 percent, compared with 2.4 percent to 7.5 percent 
assessed by the U.S. on comparable goods. Under the FTA, the tariffs on 
furniture traded between Canada and the U.S. were eliminated in five annual, 
equal stages from January 1989 to January 1993. This loss of tariff protection 
was one of the largest faced by any manufacturing industry; it forced Cana- 
dian household furniture firms to make significant and rapid adjustments to 
improve their competitiveness in domestic markets and also to take a greater 
interest in becoming export-ready to seek new markets. Part of the industry’s 
problem in adjusting to the FTA was due to the faster phase-out of Canadian 
tariffs on finished furniture than on inputs imported from the United States. 
The tariffs on input materials were originally scheduled to be eliminated 
over a 10-year period. However, the phase-out period was ultimately reduced 
to seven years through the accelerated tariff elimination provisions of the 
FTA. Since materials and supplies are the greatest cost factor (49.2 percent of 
1994 industry shipments), access to competitively priced inputs are critical 


to a firm’s success. 


With the implementation of the NAFTA in 1994 and the establishment of the 
World Trade Organization (WTO) in 1995, replacing the General Agreement 
on Tariffs and Trade and incorporating the results of seven years of Uruguay 
Round multilateral trade negotiations, the industry faces further tariff reduc- 
tions. The real impact of the tariff protection decline will depend on current 
and projected trade volumes. Under the NAFTA, some tariffs between Canada 
and Mexico will be eliminated in five annual stages, while the remainder will 
be phased out in 10 stages, beginning January 1, 1994. The cuts under the 
WTO will reduce Canadian and U.S. MFN household furniture tariffs by an 
average of one third over five years starting January 1, 1995. Tariffs on most 
input materials will also fall by an average of one third by the year 2000. 


There are currently no significant non-tariff barriers in Canada’s key export Canada faces no 
markets. However, environmental and other standards may become a major non-tariff barriers... 


impediment to international trade. 


The Canadian industry faces pollution control regulations similar to those ... but Mexico has far fewer 
of the U.S. and most western European countries. However, manufacturers environmental controls 

in Mexico and many Far East countries face less stringent requirements or 

no requirements at all, which affords them a cost/price advantage. According 

to a 1991 U.S. General Accounting Office study (U.S.—Mexico Trade: Report 

to the Chairman, Committee on Energy and Commerce, House of 

Representatives), California’s stringent air pollution standards have led a 

number of U.S. furniture companies to relocate to Mexico. The NAFTA side 

rules on the environment are aimed at ensuring the proper enforcement of 

existing regulations. 
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Flammability program 


harmonized with U.S. 


Foreign goods sold in 


Canada lack bilingual labels 


Federal and provincial 


support has helped the 


furniture industry... 


..- acquire information 


... attend trade shows 


.- upgrade design, quality 


and productivity 


Consumer protection regarding household furniture was augmented in 1986 
when, at the federal government's invitation, the industry implemented a 
voluntary Upholstered Furniture Action Council (UFAC) flammability program 
to increase the fire safety (cigarette ignition resistance) of upholstered furni- 
ture. Administered by the CCFM, the program is completely harmonized 

with the U.S. UFAC program. In 1994, the U.S. Consumer Product Safety 
Commission launched a review of the U.S. UFAC program and a feasibility 
study on open flame ignition resistance (i.e. matches) for upholstered 
furniture. Recommendations are expected in early 1997. 


In Canada, the quality and safety of furniture made in compliance with the 
UFAC program needs to be better communicated to retailers and consumers. 
A CCFM—Health Canada task force is examining this issue. 


The industry has complained frequently that imported goods often do not 
meet Canadian labelling requirements. The lack of French language on 
labels affixed to imported goods is the most common problem. By evading 
these requirements, foreign exporters gain a cost/price advantage. 


Government Support Mechanisms 


The federal government has undertaken a number of activities tailored to the 
industry’s specific needs, ranging from special activity grants and contribu- 
tions, to providing statistics and other information to support sound business 
decisions. For example, the Department of Foreign Affairs and International 
Trade, in partnership with Industry Canada, aids in international market 
development through trade shows, buyers’ missions, market studies and edu- 
cation seminars. About 75 organizations received financial support under 
Industry Canada’s 1994—96 Furniture Sector Campaign aimed at increasing 
competitiveness by sharing association and company costs to upgrade design, 
quality and productivity. 


In 1991, supported by Human Resources Development Canada (HRDC), 
furniture industry representatives created an Industrial Adjustment Service 
Committee to analyze critical human resources planning factors and review 
training system adequacy to meet future requirements. An in-depth study of 
present and future labour market challenges by Ernst & Young followed, and 
the report (Joday s Challenges Tomorrow's Realities: Towards a Human 
Resource Strategy in the Canadian Furniture Manufacturing Industry) 
was released in 1994. 


In the early 1990s, Industry Canada and members of the furniture and 

wood processing industries championed the transfer of a German university 
curriculum (Fachhochschule Rosenheim) to address a major scarcity in 
wood processing engineers needed by these industries. In March 1995, HRDC 
contributed to a privately administered fund, whose interest earnings were to 
be used to aid the University of British Columbia in adopting this curriculum. 
The university began accepting students in the fall of 1995 and will initially 
graduate about 50 students per year. In addition, New Brunswick and British 
Columbia are developing college-level programs to link into the University 

of British Columbia program. 


Active provincial assistance includes Ontario government funding for the past 
20 years to the Ontario Furniture Manufacturers Association (OFMA) for the 
annual Trillium Awards to recognize design and marketing achievement. As 
well, the OFMA received $300 000 in 1993 from the Ontario government's 
Sector Partnership Fund to develop an industrial policy framework. In 1993, 
the Quebec government agreed to contribute $1 million over five years to 
L’Association des fabricants de meubles du Québec to implement an export 
marketing campaign. In 1994, the Quebec government introduced a design 
tax credit, which enables small companies in the furniture and fashion 
industries to deduct up to 40 percent of design costs, and large companies 
up to 20 percent. 


...- analyze human 


resource needs 


... develop higher levels of 


training and achievement 
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H O U S E 


The furniture industry 
has recovered from FTA 
and recession setback 
to achieve 3.8% annual 


growth... 
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ZF Performance 


The value (as measured in constant 1986 dollars) of Canadian shipments 
rose strongly between 1983 and 1987, from $1.38 to $1.82 billion. This was 
followed by a decline coinciding with a deep recession and the introduction 
of the FTA. This decline was so dramatic that virtually all gains were lost, 
resulting in a trough-to-trough (1982-91) real growth averaging only 

0.2 percent per year. Since 1991, real shipments have begun to pick up to 
reach $1.44 billion in 1995, reflecting strong exports to the U.S. From 1991 
to 1995, real industry shipments grew by 3.8 percent per year (Figure 4). 


Figure 4. Comparison of Canadian and U.S. Household 
Furniture Industry Shipments 
(constant 1986 Canadian dollars) 


($ Billions) ($ Billions) 
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Source: Statistics Canada, Catalogue No. 35-251; U.S. Department of Commerce, 
Census of Manufacturers, 1992, and U.S. Industrial Outlook, 1993. 


In contrast, U.S. industry real shipments grew at an annual average rate 
of 2 percent between 1982 and 1991, and 3.8 percent from 1991 to 1993. 
Because of much weaker growth, Canada’s share of Canada—U.S. real 
shipments combined fell from an already low 7.3 percent in 1982 to 

6.3 percent in 1991 and 6.2 percent in 1993. 


Canadian industry profit margins following the recession of the early 1980s 
remained positive until 1990. The industry’s financial performance has since 
deteriorated substantially (see Annex A for statistics). 


Average annual capital and repair expenditures, in current dollars, amounted 
to $40 million between 1982 and 1994 — $25.7 million in new capital 
investments and $14.3 million in repairs. These capital expenditures repre- 
sented only 1.6 percent of shipment value over the 12-year period, compared 
with expenditures of 5.3 percent for Canada’s overall manufacturing sector. 
Machinery and equipment costs are relatively modest in the furniture indus- 
try, but are growing. Between 1982 and 1992, capital investment per house- 
hold furniture production worker, in current dollars, averaged only $1114 a 
year in Canada, compared with the equivalent of C$1732 in the United States. 


Technology innovation in the household furniture industry both in Canada 
and other countries generally originates with machinery and equipment sup- 
pliers. Much of this research and development work is done outside Canada, 
notably in Europe. Until fairly recently, furniture manufacturing technologies 


... but U.S. has grown 
more strongly; therefore 


Canada’s share diminishes 


Capital investments are 


lower in Canada than in U.S. 


R&D is low 
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Large Canadian firms have 
modern equipment that 


smaller firms lack 


were considered quite mature, and advances were marginal. Recent research 
and development activities have been directed primarily at increasing speed 

and efficiency. Similarly, the industry depends largely on outside companies 

for research and development on materials. 


Most large Canadian household furniture firms have state-of-the-art 
machinery and equipment. For a number of reasons, including economic 
and market factors, the rate of diffusion of new technologies is much slower 
in smaller firms. 


There are no basic differences in the technologies used by the Canadian and 
U.S. household furniture industries. In contrast, western European firms tend 
to use more advanced labour-saving product and process technologies to 
offset declining supplies of hard and soft woods and higher labour costs. 


International trade over the past decade, and particularly since the imple- 
mentation of the FTA, has become a more important activity of the Canadian 
industry. Trade liberalization has resulted in growing import pressures, but at 
the same time has created new export opportunities for firms that were able 
to adjust. 


Exporting has been the major bright spot for the Canadian industry. Cana- 

dian export orientation (exports as a share of shipments) increased from eee oe 
6.2 percent in 1982 to 14.5 percent in 1987 and surged to 39.8 percent in 
1995 (Figure 5). By and large, successful exporters have generally focussed 


on furniture of innovative design and good quality. 


Figure 5. Export Share of Canadian Household Furniture 
Industry Shipments 
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Source: Statistics Canada, Catalogue Nos. 65-004 and 35-251; TIERS CD-ROM. 


Canadian current-dollar exports of household furniture expanded from 

$65.6 million in 1982 to $727.6 million in 1995, an increase of 1003 percent. 
Exports of wooden furniture increased from $39.1 million to $545.8 million, 
a gain of 1296 percent, compared with a gain of 441 percent for upholstered 
furniture (from $16.7 million to $90.4 million) and 833 percent for other 
furniture products (from $9.8 million to $91.4 million). 
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Import penetration has 


doubled since 1982 


Canada’s main export market has always been the United States (95.7 percent 
in 1995). Many Canadian exporters now consider the U.S. market as a 
natural extension of their domestic market. Factors that keep the U.S. market 
in the foreground include its size, proximity and preferential tariffs. Factors 
that discourage ventures into other markets include overseas shipping costs, 
tariff barriers and a lack of knowledge about distant markets. 


Import penetration of the Canadian market (imports as a share of the market) 
has more than doubled from 15.2 percent in 1982 to 38.7 percent in 1995. 
Following implementation of the FTA, the U.S. has supplied virtually the whole 
increase in import penetration. Imports from other countries currently hold 

14.6 percent of the Canadian market, compared with 11 percent in 1988 (Figure 6). 


Figure 6. Import Penetration of the Canadian Household 
Furniture Market 
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Source: Statistics Canada, Catalogue Nos. 65-004, 65-007 and 35-251; TIERS CD-ROM. 


Current-dollar imports of household furniture into Canada increased from 
$176.3 million in 1982 to $692.7 million in 1995, a gain of 294 percent. 
Imports of upholstered furniture jumped from $18.1 million to $222.7 million, 
an increase of 1130 percent. Imports of wooden products reported a gain of 
249 percent from $93.3 million to $325.3 million, while imports of other 
furniture products grew by 123 percent from $64.8 million to $144.7 million. 


In 1995, the U.S. contributed 62.2 percent of Canadian imports. High-end 
goods mostly from Italy provided 13.5 percent, and low-end goods mostly 
from Taiwan and China supplied 24.3 percent. 


The Canadian trade balance in current dollars between 1982 and 1994 was Canada achieved trade 
constantly negative. Wide annual fluctuations ranged from a 1992 high of surplus in furniture 
$370.3 million to a 1994 low of $81.8 million. In 1995, for the first time ever, during 1995 


a trade surplus of $35 million was generated because of a strong export 
performance (Figure 7). 


Figure 7. Canadian Trade Balance in Household Furniture 
(current dollars) 
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* Data for 1988 and after are reported by code groupings under the Harmonized Commodity 
Description and Coding System. 


Source: Statistics Canada, Catalogue Nos. 65-004 and 65-007; TIERS CD-ROM. 
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Wood furniture contributes 


to Canada’s trade balance 


The trade balance in wooden household furniture was in a deficit position from 
1982 to 1992, then switched to a surplus, reaching a peak of $220.5 million 
in 1995. The upholstered products trade balance went from a deficit in 

1982-83 to a surplus in 1984-87, reverting to a deficit reaching $205.1 mil- 
lion in 1992 before moderating to a deficit of $132.3 million in 1995. 

The “other” household furniture products deficit varied over the 1982—95 
period, but showed no definite trend, amounting to a deficit of $53.2 million 
in 1995. 


Canada’s trade balance with the U.S. moved from a deficit in 1982—83 to a 
surplus in 1984—88, switching to a deficit in 1989-93, reverting to a surplus 
and reaching a peak of $265.6 million in 1995. The trade deficit with the 
European Union has fluctuated widely; it stood at $77.5 million in 1995, 
well below the peak of $139.8 million in 1986. Canada’s trade deficit with 
Asia has jumped from $31.8 million in 1982 to $143.6 million in 1995. 


Human Resources 
Employment in Canada 


Employment in the Canadian industry fell by about 1.5 percent a year between 
1982 and 1992 (from 21 725 to 18 721), compared with a 0.2 percent annual 
decline among U.S. counterparts (from 237 600 to 233 600). Canada’s share 


echoes U.S., but weaker 


of Canada—U.S. total employment fell from 8.4 percent in 1982 to 7.4 percent 
in 1992 (Figure 8). 


Figure 8. Comparison of Employment Levels in the Canadian and 
U.S. Household Furniture Industries 


(Thousands) (Thousands) 


Source: Statistics Canada, Catalogue No. 35-251; U.S. Department of Commerce, 
Census of Manufacturers, 1992. 


In both Canada and the United States, production workers make up about 
85 percent of the household furniture labour force, while management, 
administration and sales functions account for the other 15 percent. Current 


wages and salaries per employee, expressed in Canadian dollars, increased at 
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about the same annual rates over the 1982-92 period: 4.6 percent for Canada 
and 4.5 percent for the U.S. (Figure 9). In 1992, Canadian production workers 
made $10.31 per hour (excluding fringe benefits), compared with the equiva- 
lent of C$10 in the United States. However, average annual salary costs of 
non-production employees were lower in Canada than in the United States 
($35 809 versus C$40 845). 


Figure 9. Comparison of Wages and Salaries per Employee in 
the Canadian and U.S. Household Furniture Industries 
(current Canadian dollars) 
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Source: Statistics Canada, Catalogue No. 35-251; U.S. Department of Commerce, 
Census of Manufacturers, 1992. 


Although the Canadian industry has restructured, its productivity continues 
to trail that of its U.S. counterpart. U.S. labour productivity, as measured 

by value-added per employee in constant 1986 dollars, was 21.3 percent 
higher than Canadian labour productivity in 1982, and this lead increased to 
29.6 percent by 1991, but fell to 23.1 percent in 1992 (Figure 10). The higher 
productivity level is due in part to higher capital investment. The larger scale 
of U.S. plants is also a factor. 


Figure 10. Comparison of Productivity Levels in the Canadian and 
U.S. Household Furniture Industries 
(constant Canadian dollars per employee) 
($000) 
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Source: Statistics Canada, Catalogue No. 35-251; U.S. Department of Commerce, 
Census of Manufacturers , 1992. 


Canadian productivity falls 


below U.S. level 


aa 


The furniture industry has 


problems finding capital 


Canada has lost more 
than 20% of its domestic 


market... 


... but exports are 


six times the 1982 level 


Large firms back new 
technology to help 
them compete for 


demanding customers 
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3 CHANGING CONDITIONS AND 
INDUSTRY RESPONSE 


[EX Investment and Financing 


The industry, particularly among smaller firms, has long encountered 
problems in raising capital to keep pace with technology, largely because 
of lower-than-average profit margins and investment returns. 


[FPF Trade 


In 1995, the Canadian industry controlled only 61.3 percent of its domestic 
market versus 84.8 percent in 1982. Import penetration is particularly high 
in the upholstered furniture subsector. 


Declining domestic demand, growing imports and foreign market tariff 
reductions have encouraged the industry to move away from a domestic 
orientation toward a North American orientation. Canadian manufacturers 
exported 39.8 percent of output in 1995, compared with only 6.2 percent in 
1982. The industry was particularly successful in exporting wooden furniture. 


FF Technology 


Competitive conditions are pushing more manufacturers, primarily the 
larger ones, to use both “hard” (i.e. production) technologies and “soft” tech- 
nologies (all others) to achieve production flexibility to satisfy increasingly 
demanding consumers. The benefits are lower costs/higher productivity, con- 
sistently higher quality and more efficient use of raw materials (see Annex C 
for a review of hard and soft technologies applicable to this industry). 


E29 Human Resources 


A growing number of Canadian firms are placing greater emphasis on design, 
product quality and customer services to offset high labour costs. Some firms 
have increased productivity by modernizing their operations and/or rational- 
izing and specializing production. Several firms have successfully introduced 
newer forms of work organizations such as self-managed work groups, which 
have increased productivity levels. Other firms have invested in bar coding 
technologies to improve efficiency. 


As part of the 1994 study mentioned earlier, Ernst & Young explored potential 
skill gaps in the Canadian furniture sector over the next five years. In general, 
the occupations where the greatest skill gaps lie are likely to be direct pro- 
duction management, general management, and administrative and sales 
functions, followed by basic production occupations. Supported by HRDC 

and Industry Canada, the industry is developing an action plan based on the 
study’s recommendations. Without skill improvement and computer literacy, 
the industry will have difficulty in introducing enhanced productivity measures 
such as just-in-time (JIT), bar coding and other new technologies. 


Reliable information on the gap in skills in the U.S. and European household 
furniture industries is not available. However, according to some Canadian 
manufacturers, the two Canadian schools providing dedicated furniture skills 
training are not as well equipped as the leading U.S. and European schools. 


Canadian firms’ strategies 
emphasize design, quality, 


customer services 


Management needs 


skill development 
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Clean air laws force 
changes to solvents, paints 


and wood input materials 


[3-9 Sustainable Development 


Although the manufacturing processes used in making household furniture 
do not give rise to serious pollution problems, the industry has had to take 

a number of corrective measures to comply with increasingly stringent 
federal, provincial and local regulations concerning clean air. The regula- 
tion pertaining to volatile organic compounds (VOCs) in solvents and paint 
coatings has had the most impact on wooden household furniture manufac- 
turers. Another important issue concerns formaldehyde emissions from some 
materials used in the construction of furniture, notably particleboard. 


While the industry is paying more attention to reducing the environmental 
impact of its products, notably by reducing waste, improving the energy 
efficiency of its processes and by using more recycled material for packing 
and packaging, it recognizes there is still more to do. 


EX Currency Exchange Rates 


In response to exchange rate fluctuations, furniture manufacturers have 
continued to focus on containing their costs and enhancing productivity. 


4 GROWTH PROSPECTS FOR THE INDUSTRY 


SB Demand Outlook 


The need to furnish a new apartment/home or to replace existing furniture The typical customer 
drives household furniture demand. Household furniture expenditures is a discriminating, 
generally increase with household size and income, and are higher for home- price-conscious woman 


owners than for tenants. High income earners spend significantly more on 
household furniture (Figure 11). The customer base, mainly women, tend 
to be fairly sensitive to price—value relationships, are discriminating and 
are often individualistic. 


Figure 11. Canadian Consumer Expenditures on Household Furniture, 
by Income Level, 1992 
($ Millions) 
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Source: Statistics Canada, Catalogue No. 62-555. 
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Demographic and 
economic pressures slow 


Canadian market... 


In the short term, market demand for household furniture is very susceptible 
to economic shifts, including factors such as interest and unemployment 
rates. Over the longer term, market demand is largely dependent on household 


formation rates, housing starts and income growth. 


The Canadian market for household furniture in constant 1986 dollars rose 
from $1.34 billion in 1982 to a peak of $2.04 billion in 1989, and has since 
declined to $1.41 billion in 1995 (Figure 12). The market has grown by 

1.5 percent annually on a trough-to-trough basis (1982-91). In contrast, 
the U.S. market has expanded at an annual rate of 2.2 percent between 1982 
and 1991. 


Figure 12. Comparison of Canadian and U.S. Household 
Furniture Markets 
(constant 1986 Canadian dollars) 
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* Data are reported by code groupings under the Harmonized Commodity Description and 
Coding System for 1988 and after for Canada and for 1989 and after for the U.S. 


Source: Statistics Canada, Catalogue Nos. 65-004, 65-007 and 35-251; TIERS CD-ROM; 
U.S. Department of Commerce, Census of Manufacturers, 1992; U.S. Imports for 
Consumption; U.S. Exports publications, National Trade Data Bank. 


The share of Canadian shipments in the joint Canada—U.S. market fell from 
6.7 percent in 1982 to 5.6 percent in 1993. Reasons for the decline in the 
Canadian share include a more severe industry shakeout in Canada than 

in the U.S. following implementation of the FTA and slower growth in the 
Canadian market due to a more severe recession. 


Over the 1996-2005 period, the Canadian market is forecast to grow by 

1 percent a year on average, lower than the consumer expenditure growth 
projections of 1.5 percent. Product niches offering above-average growth will 
include furniture for the elderly and home entertainment centres. As well, the 
popularity of ready-to-assemble (RTA) furniture is expected to continue. 


Market segments to watch include growing numbers of singles, newly formed 
families, “empty nesters” who are moving, and new immigrants (see Annex D 
for more information on demand outlook). 


Over the next several years, U.S. market demand is forecast to increase 
by 2-3 percent annually. Canada’s current share of this market is small 
(1.5 percent), leaving considerable room for expansion. 


Several foreign markets are also opening in response to tariff reductions 
following implementation of the WTO and the NAFTA. The European Union, 
currently Canada’s second largest export market, is expected to offer the best 
hope for aggressive exporters, particularly for high-end furniture. Asia Pacific, 
notably Japan, is also expected to provide a market for Canadian high-end 
furniture, although products for this market may require size and design 
modifications. Tariff elimination under the NAFTA coupled with expected 
economic and demographic growth should also improve the climate for 
future export to Mexico. 


Canada’s North American 
market share declined in 
the slow-growth period 


after FTA 


Dramatic change is unlikely 


Niche markets offer 


pockets for growth 


Growth in U.S. and 
lowered tariffs worldwide 
present opportunities for 


Canadian firms 
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H O U S E 


Retailers and buying groups 


now have the upper hand 


Wal-Mart syndrome 
invades the furniture 


retail marketplace 


Quality, design and 
marketing issues displace 
past concerns about 

raw materials, tariffs and 


transportation costs 
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Asia Pacific and Latin America represent untapped potential for Canadian 
exports. Immigrants from these areas may also help to provide crucial 
links (language, customs, business practices) that can be exploited for 
increased sales. 


Over the past decade, negotiating power has clearly shifted away from 
furniture manufacturers to retailers and buying groups. The largest furni- 
ture retail chain in Canada is about the same size as the largest Canadian 
manufacturer, while the largest buying group is about twice the size of 
the biggest manufacturer. 


Furniture retailing is likely to undergo a shakeout as businesses become 
more sophisticated and competitive. Less competitive independents are likely 
to lose a significant share of the market. Traditional department stores 

may lose share as discounters like Wal-Mart grow (see Annex E for more 
information on retailing). 


In the past, labour costs, access to raw materials, tariff rates and transporta- 
tion costs were critical to competitiveness. While these factors will continue 
to play an important role, quality, design and marketing strategies will take 
on added importance in the future. 


Canadian manufacturers have a reputation for quality not yet being used 
effectively in marketing their product. With case goods in particular, retailers 
have traditionally stripped off the manufacturer’s brand name and have 
replaced it with their own to gain the customer’s allegiance. 


While Canadian furniture has not traditionally been known for innovative 
design, it is receiving more emphasis, particularly in Quebec. Furniture 
design development can be a high-risk investment, as continually changing 
consumer preferences make it difficult to predict consumer reaction to 

new designs. 


To offset these risks, the Canadian industry needs to strengthen marketing. 
Most firms are primarily oriented to production and do not consciously 
pursue marketing objectives and strategies. The U.S. industry is generally 
more oriented toward marketing. 


The household furniture industry worldwide tends to be labour intensive and 
will remain so for the foreseeable future, despite continuing introduction of 
more automated production technologies. The prospects for employment 
growth in the Canadian industry are modest at best. Overall, the number 

of Canadian firms will not grow and may decline further. It is probable 

that firms will become more clustered at the small and large ends of 

the spectrum, with fewer in the middle. 


Wy Current Industry Strengths and Weaknesses 


The Canadian household furniture industry over the years has proven to 


be a resilient manufacturing sector, capable of adjusting to significant market 


changes. To redress declining domestic demand coupled with growing import 
pressures in the late 1980s and early 1990s, Canadian household furniture 
companies took a number of actions. One was to reorient marketing efforts 
toward the U.S., where the industry has achieved significant success. 


The Canadian industry has a reputation for quality, although this is more 
apparent to the retailers that act as an intermediary than to the customer. 


Many smaller Canadian firms have used their size to advantage by adopting 
flexible manufacturing systems to meet orders from small buyer groups in 
Canada and abroad. These systems minimize shorter production-run costs. 


Mid-sized Canadian firms 


most likely to feel the pinch 


The furniture industry 
has proved resilient and 


responsive to change 


“The furniture industry 

is part of a dramatic re- 
definition of the relationship 
between the producers of 
goods (the manufacturers), 
the distributors (the retail- 
ers), and their clients (the 
customer).” 

— Serge Racine, Chairman 


of the Board, Shermag Inc. 
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The industry needs... 


... unique design 


... higher productivity 


... lower costs 


.. improved marketing 


... a stronger association 


Dangers lurk in... 


-.- Currency exchange rates 


..- Mexican, Asian 


and European imports 
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A key challenge is the shortage of unique product design. Much household 
furniture is marketed as a commodity rather than as a fashion item. As well, 
the Canadian industry operates at lower productivity than its U.S. competitors 
and incurs higher wage costs using essentially the same technologies. Western 
European firms’ manufacturing costs are lower than those in North America 
because of higher investment in labour-saving technologies and a greater use 
of board materials. More analysis, through benchmarking or similar studies, 
is needed to identify specific areas for improvement. 


Overall, the Canadian industry needs to improve marketing skills. Finally, 
the effectiveness of the national association has been affected by regional 


rivalries. 
@&F Future Competitive Threats 


The industry is highly cost sensitive and therefore highly susceptible to 
exchange rate movements. Further, the industry must prepare for an 


increasingly competitive environment. 


A rising Canadian dollar value relative to the U.S. currency would put severe 
pressures on domestic producers, as occurred during the mid-1980s to early 
1990s. The Canadian industry would reduce its vulnerability to currency 
fluctuations by seeking to outperform its U.S. counterpart in the areas of 
productivity growth and cost containment. 


The other threat arises from reduced tariffs for furniture imports from 
Mexico (under the NAFTA), Europe and Asia (under the WTO). Both domestic 
and U.S. markets will be affected, particularly in high-priced furniture 

from Europe, as well as furniture components and low-priced furniture from 
Mexico and Asia. 


These competitive threats are even more important in view of the forecasts 

for relatively slow domestic growth. Market share gains, primarily through 
exports to the vast U.S. market, could be a main expansion source. Success 
on this front is critical to offset the increasing penetration of foreign furniture 
goods in the Canadian market. 


WZ Future Opportunities 


In terms of markets, Canadian producers need to examine niche market 
potential in their largest market, the United States, as well as in the European 
Union. They also need to assess the potential of rapidly growing markets in 
Asia Pacific (notably Japan) and Latin America. 


In terms of products, niches to consider include environmentally sound 
products, along with furniture for the elderly and entertainment centres. 
Overall, the market potential of moving consumer perception of furniture 
from a commodity to a fashion item needs to be examined. 


Compared with U.S.-made furniture, the Canadian product is acknowledged 
to be of higher quality, although this is still more apparent to retailers 

than to customers. Enhanced design is an important element that must be 
married with the already high quality of products to successfully market 
more Canadian furniture domestically and abroad. 


Future markets include the 


U.S., the EU and Asia Pacific 


Niches can be carved 
from shifts in demography 


and taste 


Quality is Canada’s edge 


on U.S. competitors 


“Canadian-designed furni- 
ture...whether they’re one- 
of-a-kind craft pieces, lim- 
ited run articles from small 
producers or manufactured 
products from growing 
firms, they’re steadily find- 
ing a niche in Canadian and 
international markets.” 

— Ottawa Interiors, 


January 1994 
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Framework for Action 
will address issues 


through consultation 


8 The Bottom Line 


The future of the Canadian industry depends on its ability to strengthen 
competitiveness by addressing its weaknesses; not doing so could lead to 
both production and job loss. In comparison with its U.S. counterpart, the 
weaknesses include, in particular, higher MEN tariffs on input materials, 
higher labour costs, lower capital investment, lower productivity, lagging 
design and marketing, and a weak national trade association. 


These issues will be addressed in a forthcoming Framework for Action, to be 
developed after extensive consultations with industry stakeholders. Industry 
Canada hopes that this Overview and Prospects will provide a solid basis 

for jointly discussing and planning resolutions. 


For further information concerning the subject matter contained in this 
overview, please contact: 


Fashion, Leisure and Household Products Branch 
Industry Canada 

Attention: André Georges 

245 Queen Street 

OTTAWA, Ontario 

KIA 0H5 

Tel.: (613) 954-3100 

Fax: (613) 954-3107 

E-mail: georges.andre@ic.gc.ca 
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Table 5. Financial Performance 


Canadian Household Furniture Manufacturing 


1982 1983 1984 1985 1986 
Profit margin (%)4 0.4 3.2 ; 2.9 40 3.9 


1987 


Return on equity (%)> 1.4 11.5 WAS 12.9 10.8 
Canadian Manufacturing Industries 


1982 1983 1985 1986 1987 


Profit margin (%)* 2.0 ! 5.5 : 5.9 6.5 
Return on equity (Pe "35 Lil 10.8 11.0 


Canadian Household Furniture Manufacturing and Wholesaling Industries® 


1988 1989 1990 1991 1992 1993 1994 
Profit margin (%)* 3.9 3.8 0.3 -1.1 3.2 0.4 -1.0 


1984 


Return on equity (%)> 10.2 8.2 -8.0 -18.0 38,6 33 -12.8 
All Non-financial Canadian Industries4 


1988 


8.6 
13.5 


1990 1991 1992 1993 1994 


4.8 BD pul of) 5.0 
5.0 15 —1.0 2.8 7.2 


1989 


6.2 
10.7 


Profit margin (%)* 
Return on equity (%)> 


9° Operating profits before taxes divided by operating revenue. 

b Profit after taxes before extraordinary gains (such as gains on sale of assets) divided 
by total equity. 

© Separate statistics for household furniture manufacturers not available. 

4 Separate statistics for all manufacturing industries not available. 


Source: Statistics Canada Catalogue No. 61-207 for 1982 to 1987 and unpublished data 
for 1988 to 1994. 


Financial statistics for the U.S. household furniture industry are not available. 
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Annex B 
MORE ON INTERMEDIATE INPUTS 


The household furniture industry purchases a large variety of raw materials, 
components, parts and services. Sawmills provide lumber, while wood product 
manufacturers supply particleboard and fibreboard. Specialized suppliers 
provide components and parts, while independent trucking firms supply 
transportation. While larger furniture manufacturers usually employ full- 
time designers, smaller manufacturers hire expertise by project. Large 
manufacturers employ a sales force to serve large buyers and independent 
agents, often exclusively, to serve smaller accounts. In contrast, the smaller 


manufacturers primarily use independent agents on a non-exclusive basis. 


Solid Wood 1n North America, solid wood is more widely used in producing 
a complete piece of furniture than in Europe, where increasingly solid wood 
is reserved for only the most important applications. Canada imports about 
25 percent of required temperate hardwoods, mostly from the northeastern 
United States, and all tropical hardwoods from Brazil and Central America. 
Environmental issues are reducing tropical species availability but only 

about 10 percent of North American furniture production is affected. Softwood 
(mostly pine) used in 25 percent of furniture production, is relatively plentiful 
in Canada. 


Wood-based Sheet Materials Particleboard and medium density fibreboard 
(MDF) are cheaper than solid wood, and are expected to be used increasingly. 
Particleboard shortages in Canada are expected to continue past the year 
2000, even when two particleboard plants under construction come on line. 
In contrast, MDF supplies should not be a problem; by 1997, capacity will 
increase by 163 percent when two large-capacity mills at Williams Lake, 
British Columbia, start operation. However, higher standards in North America 


than in Europe for board producers may be an issue. Ready-to-assemble (RTA) 
producers are pressing for lower core densities in particleboards to make them 
cheaper and lighter in weight. As a hardwood substitute, oriented strandboard 
and timberstrand are beginning to find favour in the furniture industry, 


Upholstery For upholstered furniture makers, fabrics are the single most 
expensive input and represent about 25 percent of finished product price. The 
Canadian industry imports about 50 percent of upholstery inputs, primarily 
from the U.S. and some from Europe. Fashion-oriented furniture producers 
rely more extensively on imported fabrics. During the 1980s, the Canadian 
textiles industry rationalized production, narrowing supplier numbers and 
style ranges, and forcing Canadian producers to increase fabric imports. 


Components To reduce labour costs and improve quality, furniture manu- 
facturers worldwide are turning over to specialized firms the production of 
standardized components (i.e. turnings, drawer sides, mouldings and panels). 
This growing trend should lead to economies of scale in components supply 
manufacturing. In 1993, Canadian producers bought about $64 million 
worth of components. Sourcing difficulties or delays are not an issue in 

this industry, although spot shortages can be expected from time to time. 
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Annex C 
MORE ON APPLICABLE TECHNOLOGIES 


Hard Technologies 


Dramatic developments in “hard” or production process technologies are 
unlikely in the near future. Instead, research and development by machinery 
and equipment suppliers will focus on refining current technologies, such 

as the following. 


Computer numeric controlled (CNC) production processes in woodworking 
reduce setup and loading times and improve quality of cut. The technology 
was first developed in Europe, where the latest advances are operating. Now 
made in North America, the cost of these machines is likely to fall, leading to 
increased use in Canada and the U.S. Another CNC application, using area 
and linescan cameras, is vision inspection to reduce defects. About 40 percent 
of Canadian household furniture firms have CNC machines. 


Robotics has limited application in furniture manufacturing and is not used 
extensively in North America or Europe. This technology is primarily used 
in metal furniture production for welding, frame bending and finishing. 


Bar coding has not been fully exploited by either North American or 
European manufacturers. It can improve efficiency and profitability by 
allowing each manufacturing centre to feed the following one in an error 
free, computer-based, just-in-time process. Less labour and floor space is 
needed, and accurate labour time accounting and productivity monitoring 
is possible. It is more applicable to the European use of board materials 
than to solid timber as typically used in North America. 


Increasing use of computer assisted manufacturing (CAM) systems is 
expected to integrate production planning and manufacturing processes. 
In contrast, computer integrated manufacturing (CIM), which links 
and integrates all business functions, will be limited by affordability. 


Design technologies, or computer aided design (CAD), in furniture produc- 
tion is at a similar development stage in Canada, the U.S. and Europe. The 
most important applications are illustration systems to portray design and 
fabric options in relevant room layouts and thereby allow producers to vary 
products efficiently and by demand. About 40 percent of Canadian furniture 
firms have CAD equipment. A link from CAD/CAM to CNC machines may 
eventually be effective for furniture manufacturers. 


Soft Technologies 


Just-in-time (JIT) manufacturing systems are designed to respond quickly 
and efficiently to customer orders through increased flexibility and effi- 

cient space use and improved quality. Because customers are demanding 
increasingly short delivery times and because companies are under pressure 
to reduce working capital tied up in stock and work-in-progress, introduction 


of JIT is likely to be one of the most important changes over the next 10 years. 


Quality control techniques in furniture manufacturing include incoming 
material inspection; well-defined operator instructions, machine settings 

and acceptance criteria; and packer inspection of finished product. More 
sophisticated measuring devices are intended to prevent rather than correct 
error. Specialized firm product testing is used and use of formalized standards 
such as ISO 9000 are increasing. 
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[SO 9000 is an excellent basis for Total Quality Management, and involves 
investment in training, understanding internal customer needs, processing 
inputs, etc, Most furniture manufacturers do not successfully go this extra 


step to establish formal quality control. 


New marketing technologies such as furniture viewing and buying 
via Internet (on-line), by CD-ROM and by TV Home Shopping may be 


used increasingly in the medium term. 


Annex D 
MORE ON DEMAND OUTLOOK 


Household furniture competes with other products and services vying for 
the consumer dollar. As a percentage of all consumer goods and services 
spending in Canada, personal household furniture expenditures increased 
from 1.4 percent in 1982 to a high of 1.6 percent in 1988, then declined 
steadily to a low of 1.2 percent in 1993. Demand is projected to be slower 
for household furniture than for overall consumer expenditures. As well, 
furniture demand tends to be highly cyclical, which will test the staying 
power of producers. In addition to demographic factors, growth may come 
from pent-up demand due to the recent recession. 


Consumer debt as a share of personal income has reached an all-time high. 


Significant additional borrowings to fuel consumer spending is unlikely. 


While household formation is expected to fall from a current annual 

190 000 to fewer than 150 000 by 2006, the impact will be at least partially 
offset by a concentration of new household formation in the over-35 age 
category, who will have relatively high demands for new dwellings and 
furnishings. New households buy $11 000 worth of furniture, compared 
with $300 per year for existing households. 


The trend toward more varied household types is expected to continue 
through the 1990s, with traditional family units (opposite sex spouses with 
children) remaining dominant but continuing to decline. The average 
household size is also expected to continue to decline, but at a slower rate. 
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Demographic trends suggest that immigration will supply most of Canada’s 
population growth. Even so, the effect on the household furniture market is 
not expected to be dramatic, as immigrant taste in furniture is expected to 
emulate North American fashions. Nevertheless a closer examination of 


immigrant preference could reveal market niches. 


Demand growth will be highest in the large urban centres where population 
concentration continues. Future household furniture demand will also be 
influenced by lifestyle and value changes. General consumer interest in 
home and home products is increasing with the “cocooning” phenomenon. 
Faced with social, political and economic uncertainty both domestically 
and globally, the importance of home as a basis for security may increase. 
In particular, this trend is showing in the growing popularity of home 
entertainment and shopping. 


The home office trend is not expected to increase household furniture 
purchases; on the contrary, this market may be depressed as office furniture 
is substituted for traditional household furniture. The numbers of people who 
can work out of their homes is also limited. Most job growth is in the service 
areas of the economy, and much of this activity requires personal contact 
(e.g. health, education) in the workplace. 


The “empty nester” trend will not significantly increase furniture expenditures, 
since increasingly, older people tend to stay in their homes. 


Annex E 
MORE ON RETAILING TRENDS 


In 1990, over 3800 retail stores in Canada carried household furniture. 
While the majority are domestically owned, increased foreign ownership 
is anticipated. Major retail channels include independent furniture shops 
(50 percent of outlets), furniture chain stores (20 percent), department 
stores (10 percent), and warehouse clubs/discount stores (20 percent). 
Aggressive discounters are gaining prevalence, primarily through 
underpricing of competitors. 


To compete, independents are joining home furnishings buying groups. 
The largest Canadian group is Groupe Cantrex, a public company based 
in Saint-Laurent, Quebec, which supplied 728 furniture stores in 1994. 


Lifestyle retailing, quick turnaround time and increasing customization 

are important retail trends. Because the Canadian household furniture 
market has not yet recovered from the 12-percent drop in sales in 1990, 
Canadian retailers foresee minimal future demand growth, unless consumer 
perception of furniture shifts from a price-differentiated commodity to 

a “fashion” item, resulting in the speeding up of the replacement cycle 


for new furniture. 


Another trend is higher product line specialization with more choices in 
colour and fabric. Some retailers are adding more value-added, such as 
decor consultations, to help increase market share. Stores targeting ethnic 
groups may develop in the largest urban centres. In-store technology, such as 


oo 
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electronic data interchange (EDI) systems and “virtual rooms” (i.e. computer- 
ized showcases), will allow consumer choices to be communicated directly 


to computerized manufacturers. 


Since Canadian household furniture producers sell to retailers rather than the 
public, marketing has been traditionally pitched to retailers, thereby leaving 
producer image and promotion to them, as well. Retailers also decide the mix 
of domestic versus imported household furniture to offer consumers. Because 
retail strategies are at present largely price-based, the success of Canadian 
producers depends on their cost competitiveness with the U.S. 


As part of an Ernst & Young survey (Joday’s Challenges Tomorrow s 
Realities: Towards a Human Resource Strategy in the Canadian 
Furniture Manufacturing Industry, 1994), 20 Canadian furniture 
retailers were interviewed to seek their views on the nature, extent and 
importance of inter-linkages with Canadian and U.S. manufacturers. 
Overall, Canadian retailers perceive U.S. suppliers as more innovative, 
professional and supportive in establishing working relationships than 
Canadian counterparts. 
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